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BUSINESS

CCORDING TO the “preliminary” estimates of

the national income and product accounts
(N1PA’S), real gross domestic product (Gpp) in-
creased 4.8 percent in the second quarter of
1996 (table 1 and chart 1); the “advance” estimate
of real Gpp, reported in the August “Business
Situation,” had shown a 4.2-percent increase.’
The upward revision was more than accounted
for by upward revisions to net exports and to
nonresidential fixed investment.

The change in real final sales of domestic prod-
uct was revised up to a 4.3-percent increase from
the 3.5-percent increase reported a month ago.
(The sources of the revisions are discussed in the
“Revisions” section.)

The price index for gross domestic purchases
increased 2.1 percent, 0.1 percentage point more
than reported a month ago.

1. Quarterly estimates in the NIPA’s are expressed at seasonally ad-
justed annual rates, and quarterly changes are differences between these
rates. Quarter-to-quarter percent changes are annualized. Real estimates are
expressed in chained (1992) dollars. Price indexes are chain-type indexes.

Table 1.—Real Gross Domestic Product, Real Gross Domestic Purchases, and Real

Final Sales to Domestic Purchasers
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars || Percent change from pre-

ceding quarter

Change from preceding
quarter 1995 1996

Level

1996 1995 1996
1l \% I

Il 1] \% | Il

Gross domestic product ...

Less: Exports of goods and services
Plus: Imports of goods and services ...

Equals: Gross domestic purchases ...............

6,894.5| 62.9| 43| 33.6| 80.2 38| 03] 20f 48

816.2| 19.8| 20.1f 3.6 95|| 10.7| 10.7 1.8 4.8
931.4{ -1| 35| 22.7| 20.7 0 16| 106 94

7,005.5( 43.9(-11.9| 51.7[ 90.9 26| -7/ 30f 54

Less: Change in business inventories .............. 7.2 25[-184[-17.6] 10.2||.coeisc] e v e

Equals: Final sales to domestic purchasers .....

Personal consumption expenditures .
Nonresidential fixed investment

Residential investment

Government consumptlon expenditures and

gross investment .
Federal ...........
State and local

Addendum: Final sales of domestic product

6,997.4] 39.8/ 6.7| 69.1| 819 24 A4l 41] 48

4,688.11 27.4| 12.1| 39.7| 39.0 24| 111 35/ 34
750.9( 85 43| 202| 74 49| 25| 116| 4.0
2813] 57 41| 48| 102 92| 6.4 74| 159

1279.8| -1.7|-138| 51| 25.1 -6/ 43| 16| 82
4748 -6.9|-16.3| 6.7| 11.9(| -5.6(-13.2| 6.0[ 10.7
805.7| 52| 29| -1.8 131 27| 15 -9/ 68

6,886.4| 59.0| 22.8| 51.0{ 71.2 36| 14 30f 43

NoTe.—Chained (1992) dollar series are calculated as the product of the chain-type quantity index and the 1992 current-dollar
value of the corresponding series, divided by 100. Because the formula for the chain-type quantity indexes uses weights of more
than one period, the corresponding chained-dollar estimates usually are not additive. Chained (1992) dollar levels and residuals,
which measure the extent of nonadditivity in each table, are found in NIPA tables 1.2 and 1.6. Percent changes in major aggregates

are found in NIPA table 8.1.

SITUATION

The 4.8-percent increase in real Gpp was the
largest increase in 2 years; real GpP increased
2.0 percent in the first quarter. The large step-
up was primarily accounted for by an upturn in
inventory investment and by a pickup in gov-
ernment spending, but residential investment,
exports, and imports also contributed. Personal
consumption expenditures increased about the
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same rate in both quarters, and nonresidential
fixed investment increased less in the second
quarter than in the first.

Real gross domestic purchases increased 5.4
percent in the second quarter after increasing
3.0 percent in the first. Unlike Gpp, gross do-
mestic purchases includes imports and excludes
exports; thus, it represents purchases by U.S. res-
idents regardless of where the goods and services
were produced. In the second quarter, exports
of goods and services increased more than in the
first quarter, while imports increased less than in
the first quarter.

The price index for gross domestic purchases
increased 2.1 percent in the second quarter after
increasing 2.3 percent in the first. The price in-
dex for Gpp increased 2.2 percent in the second
quarter after increasing 2.3 percent in the first.

Personal consumption expenditures

Real personal consumption expenditures (PCE)
increased 3.4 percent in the second quarter af-
ter increasing 3.5 percent in the first (table 2). A
slowdown in the growth of spending for non-
durable goods was nearly offset by a pickup in the
growth of spending for durable goods. Services
increased about the same rate in both quarters.
Factors usually considered in analyses of pcE
were mixed in the second quarter (chart 2).
The unemployment rate fell to 5.4 percent from

CHART 2
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1. Disposable personal income in chained (1992) dollars: seasonally adjusted annual rates.

2. All civilian workers , seasonally adjusted.
Data: U.S. Department of Labor, Bureau of Labor Statistics
3. Data: University of Michigan's Survey Research Center.

U.S. Department of Commerce, Bureau of Economic Analysis

Table 2.—Real Personal Consumption Expenditures
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
I i v | I i v ! y

Personal consumption expenditures ..........cooeeererrnnens 4,688.1 214 12.1 39.7 39.0 24 11 35 34

Durable goods ... 616.1 12.9 -16 117 16.9 9.3 -1.0 8.2 11.8

Motor Vehicles and Parts ... 226.4 55 -5.8 36 22 10. -9.8 6.6 4.0
Of which:

NEW AULOS ..ot 75.2 -7 32 -2.3 =2.7 =37 174 -10.6 -13.3

NEW HTUCKS ..o 50.7 -4 14 7 -18 -2.6 11.6 48 -12.6

Furniture and household equipment ......... 276.1 7.0 5.8 42 12.0 11.8 9.4 6.6 19.6

Other ....... 117.3 6 -6 4.0 34 2.2 -2.2 15.1 125

Nondurable goods ... 1,442.0 18 -15 12.9 59 5 -4 37 16

[ Jo1s R 705.8 2.3 -6 6.2 -34 13 -3 35 -19

Clothing and ShOes ... 269.1 9 -15 5.2 6.6 14 -24 8.4 10.4

Gasoline and oil ... 1144 -1.1 12 -11 18 -4.0 45 -3.8 6.4

Fuel oil and coal 10.2 -6 7 0 -5 -21.2 30.1 8| -186

Other ....... 3434 1 -1.2 28 1.8 . -1.4 33 2.2

SBIVICES ovvuvvuissreses it 2,631.2 13.0 14.7 154 16.5 2.0 2.3 24 25

HOUSING oot 691.7 3.2 31 2.7 2.7 19 18 1.6 16

Household 0peration ...........ocveeneesieneeeeneresineeseines 285.9 3.6 -1.9 19 5.1 5.3 -2.6 2.7 74

Electricity and gas . s 118.2 29 -3.8 2.0 2.8 10.5 -12.2 7.3 9.8

Other household OPEration ... 167.6 T 18 -1 2.3 1.8 44 -3 5.9

Transportation ... s 1834 5 3.6 25 9 12 8.3 5.6 2.0

Medical Care ..o 695.4 47 52 -1 43 2.8 31 -1 25

[031115] SN 775.3 1.0 4.6 8.8 35 5 24 4.7 18

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA tables 2.3, 8.5 (new autos), and 8.7 (new trucks).
Percent changes in major aggregates are found in NIPA table 8.1.
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5.6 percent. Real disposable personal income in-
creased less in the second quarter than in the
first—1.6 percent, compared with 2.0 percent.
The Index of Consumer Sentiment (prepared
by the University of Michigan’s Survey Research
Center) increased for the second consecutive
quarter but remained below the levels posted in
most of 1994 and 1995.

Expenditures for durable goods jumped 11.8
percent after increasing 8.2 percent. The accel-
eration was more than accounted for by fur-
niture and household equipment—Ilargely con-
sumer electronics. “Other” durable goods and
motor vehicles both increased less in the sec-
ond quarter than in the first. In “other” durable
goods, a step-up in sporting equipment was more
than offset by a slowdown in jewelry and watches.
In motor vehicles, new trucks decreased in the
second quarter after increasing in the first, and
new autos decreased more in the second quarter
than in the first.

Expenditures for nondurable goods increased
1.6 percent after increasing 3.7 percent. The slow-
down was more than accounted for by expend-
itures for food, which declined after increasing;
also contributing to the slowdown were “other”
nondurable goods, which increased less in the
second quarter than in the first, and fuel and coal,
which turned down. Gasoline and oil turned up,
and clothing and shoes increased more in the
second quarter than in the first.

Expenditures for services increased 2.5 percent
in the second quarter, about the same rate as
in the first. An upturn in medical care and
a step-up in household operation were offset
by slowdowns in “other” services and in trans-
portation. The step-up in household operation
reflected an upturn in “other household opera-
tion” and an even larger increase in electricity
than in the first quarter, reflecting an increase in
the demand for heating in response to colder-
than-normal temperatures. In “other” services,
step-ups in recreational services and education
were more than offset by a downturn in personal
business services—primarily in brokerage and in-
vestment counseling. Housing services increased
the same in both quarters.

Nonresidential fixed investment

Real private nonresidential fixed investment in-
creased 4.0 percent in the second quarter after
increasing 11.6 percent in the first (table 3).
Both producers’ durable equipment (ppe) and
structures contributed to the slowdown.

Factors that affect investment spending have
been mixed recently. On the one hand, real final
sales of domestic product increased 3.1 percent
over the past four quarters, and domestic corpo-
rate profits increased 19.3 percent. On the other
hand, the capacity utilization rate in manufactur-
ing decreased about 1 percentage point over the
same four quarters. Long-term interest rates have
shown little trend over the period; for example,

Table 3.—Real Gross Private Domestic Fixed Investment
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
I v | I 1l \% | I
Gross private domestic fixed iNVESIMENT ..o 1,031.2 14.3 85 24.8 17.9 6.1 35 104 73
Nonresidential ... 750.9 85 43 20.2 74 49 25 11.6 4.0
Structures ...... 186.1 2.8 A4 34 -5 6.3 1.0 7.7 -12
Nonresidential buildings, including farm 130.7 24 11 11 -7 7.8 35 33 -2.1
UBIEES vvveveveeecev e 371 1.0 2 4 N 12.7 2.2 4.4 7.7
Mining exploration, shafts, and wells 12.8 3 -5 23 0 9.0 -17.0 1194 1.7
Other 53 -1.0 -4 -3 -6 -42.7 -21.8 -16.2 -36.4
Producers’ durable equipment 566.5 57 4.0 16.9 8.2 43 3.0 13.1 6.0
Information processing and related equipment 2337 17 13.0 111 8.2 35 28.5 22.3 15,5
Computers and peripheral equipment . 125.5 37 13.7 11.6 8.3 17.9 743 51.8 313
[0]11-] SR 119.9 -1.1 2.2 19 18 -35 7.9 6.7 5.9
Industrial equipment . 120.6 -1.8 -1.2 24 2.8 -5.8 -4.1 8.4 9.9
Transportation and relat 1145 5.4 -4.9 21 -3.0 200 -154 77 -9.9
Of which: Motor vehicles ..... 104.2 6.6 -6.5 13 19 293 -22.2 51 76
Other 102.4 A -1.3 2.1 9 15 -5.0 8.7 35
Residential 281.3 5.7 4.1 48 10.2 9.2 6.4 74 15.9
Single-family structures 1374 28 33 34 49 9.4 10.6 11.0 15.7
Multifamily structures 21.0 A4 T 7 18 10.2 15.6 16.7 42.2
Other 1235 25 2 6 35 8.9 6 20 12.3

NoTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA tables 5.5, 8.5 (new and used autos), and 8.7 (new
trucks). Percent changes in major aggregates are found in NIPA table 8.1.
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the yield on high-grade corporate bonds, at 7.89
percent, was only 16 basis points higher at the
end of the period than at the beginning.

PDE increased 6.0 percent after increasing 13.1
percent. Three of the four major components of
PDE contributed to the slowdown: Information
processing equipment—especially computers and
peripheral equipment—increased less than in the
first quarter; transportation equipment turned
down, reflecting a downturn in aircraft; and
“other” pDE increased less than in the first quar-
ter. In contrast, industrial equipment increased
somewhat more than in the first quarter.

Structures decreased 1.2 percent after increas-
ing 7.7 percent. Mining exploration, shafts, and
wells was little changed from the first quar-
ter, when it posted its biggest increase since
1987; nonresidential buildings turned down, and
“other” structures decreased more than in the
first quarter. In contrast, construction by utilities
increased somewhat more in the second quarter
than in the first.

Residential investment

Real residential investment increased 15.9 per-
cent in the second quarter, more than
double the 7.4-percent increase in the first
(table 3). All three major components—single-
family structures, multifamily structures, and
“other” residential investment—contributed to
the step-up.

CHART 3

Housing Starts

Millions of units

2.0
Total
1.5
1.0
Single Family
0.5
Multifamily
0 /H\\”\\\\\\\\‘\\\\\\H\\\‘H\HMHH‘HH\MHH
1993 1994 1995 1996

Seasonally Adjusted at Annual Rates

Data: Bureau of the Census
U.S. Department of Commerce, Bureau of Economic Analysis

Single-family structures increased 15.7 percent
after increasing 11.0 percent. Investment in
single-family structures, which measures value of
construction put-in-place rather than the value
of home sales, make up about half of residential
investment. Housing starts are a major contrib-
utor in determining single-family construction:
Single-family construction in a quarter largely re-
flects single-family housing starts in the first 2
months of that quarter and the last 2 months
of the preceding quarter. Therefore, construc-
tion in the second quarter of 1996 reflected starts
that occurred in February through May. For
that period, housing starts averaged 1.17 million
units, up from an average of 1.15 million units in
November through February, the 4 months re-
flected in the first-quarter construction estimates
(chart 3).

Multifamily construction increased 42.2 per-
cent after increasing 16.7 percent.

“Other” residential investment increased 12.3
percent after increasing 2.0 percent.” The step-
up was accounted for by brokers’ commissions,
which increased nearly three times faster in the
second quarter than in the first, and by mobile
homes, which turned up in the second quar-
ter. The large second-quarter increase in brokers’
commissions, which make up about one-eighth
of total residential investment, reflected an in-
crease in sales of new and existing homes. Sales
increased 205,000 units (seasonally adjusted an-

2. “Other” residential investment includes improvements, new mobile
home sales, brokers’ commissions on house sales, and residential equipment.

CHART 4
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nual rate) despite an increase in interest rates for
30-year fixed-rate mortgages to 8.1 percent in
the second quarter from 7.24 percent in the first
(chart 4); the rate had been trending down for
the preceding five quarters.

Inventory investment

Real inventory investment—that is, the change
in business inventories—increased $10.2 billion in
the second quarter, as business added $7.2 billion
to inventories after reducing them s$3.0 billion
in the first quarter. In contrast, inventory in-
vestment had decreased $17.6 billion in the first
quarter (table 4). The upswing in inventory in-
vestment largely reflected an upturn in nonfarm
inventories, which was more than accounted for
by inventories of retail motor vehicle dealers.
Nonfarm inventories increased $11.9 billion in
the second quarter after increasing $2.9 billion
in the first. The second-quarter step-up was
more than accounted for by retail trade invento-
ries, which increased more in the second quarter
than in the first. Wholesale trade and “other”
inventories increased less than in the first quarter.

Retail trade inventories increased in the sec-
ond quarter after a substantial drop in the first.
The second-quarter upturn was largely accounted
for by inventories of motor vehicle dealers, but
other durable goods and nondurable goods also
contributed. Inventories of motor vehicle dealers
edged up slightly after dropping sharply in the
first quarter; the drop reflected a reduction in
output that was partly due to a strike by workers
of a motor vehicle manufacturer. Other durable
goods, particularly auto and home supply and
lumber and building materials, increased a little
more in the second quarter than in the first, and
inventories of nondurable goods decreased less in
the second quarter than in the first.

Wholesale trade inventories increased slightly
less in the second quarter than in the first. The
small step-down was more than accounted for by
inventories of durable goods, which increased less
than in the first quarter; In contrast, inventories
of nondurable goods increased after decreasing;
the increase was accounted for by paper products
and “other nondurable goods.”

“Other” nonfarm inventories also increased less
in the second quarter than in the first.’

Manufacturing inventories decreased in the
second quarter after increasing for 13 consecu-
tive quarters. The downturn was accounted for
by both durable and nondurable goods; durable
goods increased much less in the second quarter
than in the first, and nondurable goods decreased
much more in the second quarter than in the
first.

Farm inventories decreased $5.2 billion in the
second quarter after decreasing $6.5 billion in
the first; the second quarter marked the sixth
consecutive quarter of inventory reduction. In-
ventories of both crops and livestock decreased
in the second quarter.

The ratio of real nonfarm business inventories
to real final sales of domestic business declined to
2.24 in the second quarter from 2.26 in the first.
The inventory-sales ratio in which final sales are
limited to goods and structures declined to 4.01,
the lowest level in 8 years, from 4.06.

Exports and imports

Real exports of goods and services increased 4.8
percent in the second quarter after increasing 1.8
percent in the first (table 5). Real imports of
goods and services increased 9.4 percent after
increasing 10.6 percent.

3. “Other” nonfarm inventories includes inventories held by mining,
construction, public utilities, transportation, communication, and service
industries.

Table 4—Change in Real Business Inventories
[Billions of chained (1992) dollars; seasonally adjusted at annual rates]

Level Change from preceding quarter
1995 1996 1995 1996

Il 1l vV | Il Il v | Il
Change in buSINESS INVENLOTIES .....c.cuueieeriierineieiieieesse e sessesenes 305 33.0 14.6 -3.0 7.2 25| -184| -17.6 10.2
FAIM st -39 -6.4 -4.7 -6.5 -5.2 -2.5 17 -1.8 1.3
NONFAM .o 33.7 38.6 19.0 29 119 49| -196| -16.1 9.0
MaNUFACIUMING ..vvvviivieiriinisi s 113 16.3 11.2 12.0 -4.3 5.0 -5.1 8| -16.3
Wholesale frade ... 153 132 4.4 6.4 5.7 -2.1 -8.8 2.0 -7
RELaIl A0 .....oovvveiicii s 5.6 3.0 -7.1| =217 5.4 -2.6| -101| -146 27.1
Of which: Motor vehicle dealers ... -5 -6.2 4l -236 5 -5.7 6.6 -24.0 241
ONET oot s 15 6.0 10.6 6.1 5.1 45 46 -4.5 -1.0

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 5.11.
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Exports of goods increased 7.0 percent after in-
creasing 1.5 percent. A downturn in exports of
agricultural goods was more than offset by an
upturn in exports of nonagricultural goods that
largely reflected a step-up in exports of nonau-
tomotive capital goods. Among capital goods,
exports of civilian aircraft increased substantially

imports of computers slowed, and imports of
“other” capital goods turned down; in contrast,
imports of civilian aircraft increased more in the
second quarter than in the first. Imports of serv-
ices turned down; much of the downturn was
accounted for by travel abroad by U.S. residents,
which decreased after increasing.

more in the second quarter than in the first, and
exports of capital goods excluding aircraft and
computers decreased substantially less than in the
first quarter; in contrast, exports of computers
slowed. Exports of services turned down.

Government spending

Real government consumption expenditures and
gross investment increased 8.2 percent in the sec-
ond quarter after increasing 1.6 percent in the
first (table 6). Federal Government spending
increased more than in the first quarter, and
State and local government spending turned up
sharply.

Federal defense spending increased 11.6 per-
cent after increasing 4.1 percent. Consumption

Imports of goods increased 11.6 percent af-
ter increasing 10.2 percent. The step-up was
more than accounted for by a sharp upturn in
petroleum imports; imports of nonpetroleum
goods slowed as imports of nonautomotive cap-
ital goods turned down. Among capital goods,

Table 5.—Real Net Exports of Goods and Services
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding

quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
I i v | I i v ! y

Exports of goods and services . 816.2 19.8 20.1 36 95 10.7 10.7 18 4.8
[€10Te]1 601.0 105 20.6 21 101 78 153 15 7.0
Agricultural goods ..... 455 19 -6 11 -5.0 16.5 -4.9 93| -338
Nonagricultural goods 556.5 85 215 9 15.8 6.9 17.7 N 12.2
Services 216.3 9.0 -1 14 -4 18.7 -3 2.7 -1
Imports of goods and services .. 931.4 -1 35 22.7 20.7 0 16 10.6 94
{100l N 789.7 -2.1 4.4 184 213 -1.1 24 10.2 116
Petroleum and products 62.0 3.0 -2.9 -35 6.8 220 -172| -222 60.0
Nonpetroleum products 726.2 -4.8 6.9 215 14.9 2.7 41 13.0 8.6
Services 1423 20 -9 43 -5 5.8 -24 13.0 -1.3
Addendum: Net exports of goods and SErViCeS .......ccomnininerinennens -115.2 19.8 16.7| -19.1 112 [ e | e | e | s

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 4.4. Percent changes in major aggregates
are found in NIPA table 8.1.

Table 6.—Real Government Consumption Expenditures and Real Gross Investment by Type
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
I i v | I i v ! y
Government consumption expenditures and gross investment .................. 1,279.8 -17| -138 5.1 25.1 -0.6 -4.3 16 8.2
FEABTAI ..o 4748 -69| -16.3 6.7 119 -56| -132 6.0 10.7
National defense 3205 -6.4| -103 31 8.6 -76| -123 41 11.6
Consumption expenditures 280.7 -39 -3.8 -35 9.1 -5.4 -53 -5.0 14.0
Gross investment 40.0 -2.5 —6.5 6.5 -3 -21.1 -50.6 102.6 -3.6
Nondefense 153.9 -4 -6.1 3.6 33 -13 -14.8 10.1 9.0
Consumption expenditures 134.9 1 -6.2 3.0 33 3| 172 9.9 10.4
Gross investment . 18.9 -6 3 5 0 -13.0 6.8 12.1 -1.3
State and local ...... 805.7 52 29 -1.8 13.1 27 15 -9 6.8
Consumption expenditures 649.7 2.6 16 -12 8.8 16 1.0 -8 5.6
Gross investment 156.1 2.6 13 -6 4.4 7.2 3.3 -15 12.0

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 3.8B. Percent changes in major aggregates
are found in NIPA table 8.1.
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expenditures increased substantially after de-
creasing; the second-quarter increase was largely
accounted for by durable goods, particularly air-
craft parts, and by services other than employee
compensation.  Investment decreased slightly
after increasing substantially.

Federal nondefense spending increased 9.0 per-
cent after increasing 10.1 percent. The second-
quarter increase was accounted for by con-
sumption expenditures, primarily for employee
compensation.

State and local government spending increased
6.8 percent after decreasing 0.9 percent. The up-
swing was attributable to upturns in employee
compensation, which reflected work made up in
the second quarter by education employees for
work that had been lost in the first quarter as a
result of the Blizzard of 1996, and in investment
in structures.”

Revisions

As noted earlier, the preliminary estimate of a
4.8-percent increase in real gpp in the second
quarter is 0.6 percentage point higher than the
advance estimate (table 7); for 1981—92, the av-
erage revision, without regard to sign, from the
advance estimate of real GpP to the preliminary
estimate was 0.6 percentage point. The prelim-
inary estimate of the increase in the price index
for gross domestic purchases is 2.1 percent in the
second quarter, 0.1 percentage point higher than
the advance estimate.

The upward revision to real Gpp was more than
accounted for by upward revisions to net exports
and to nonresidential fixed investment.

The upward revision to net exports reflected a
much larger downward revision to imports than
to exports. The downward revision to imports
reflected revisions both to goods, based on new
Census Bureau data for June, and to services,
based largely on new source data for June. The
downward revision to exports reflected revisions
to services, based on new source data for June.

The upward revision to nonresidential fixed in-
vestment mainly reflected newly available Census
Bureau data for the value of construction put in
place (used to estimate structures) for June and
revised Census Bureau data for manufacturers’
shipments of machinery and equipment (used to
estimate PDE) for June.

4. BEA estimated the first-quarter loss of real government output due to
the shutdowns associated with the January 8 blizzard at $2.1 billion for the
Federal Government and $4.0 billion for State and local governments, and
BEA estimated the second-quarter addition for State and local government
output as a result of days worked by education employees to make up for
days lost to the blizzard at $1.8 billion.

The upward revision to government spend-
ing was primarily in Federal defense spending
and mainly reflected the incorporation of detailed
Treasury Department data for June and detailed
Defense Department data for the quarter. These
detailed data are used to adjust the timing and
coverage of other source data to make them con-
form to the Federal defense spending concepts
and definitions used in the N1pA’s and to fill gaps
in their coverage. Complete detailed data are
generally not available for the advanced estimate.

The downward revision to consumer spend-
ing primarily reflected revised Census Bureau
data on retail trade sales for May and June.
The downward revision to the change in busi-
ness inventories was more than accounted for

Table 7.—Revisions to Real Gross Domestic Product and Prices,

Second Quarter 1996

[Seasonally adjusted at annual rates]
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Percent change from
preceding quarter

Preliminary estimate
minus advance

estimate
Prelimi- Billions of
paaree | “ray | P | e
estimate oints (1992)
P dollars
Gross domestic ProduCT ... 4.2 4.8 0.6 9.4
Less: Exports of goods and services . 5.2 4.8 -4 -8
Goods 7.0 7.0 0 0
Services .8 -7 -15 -8
Plus: Imports of goods and services .. 12.9 9.4 -35 -7.3
Goods .......... 146 116 =30 -5.3
Services .. 4.2 -13 -55 -2.0
Equals: Gross domestic purchases 52 5.4 2 32
Personal consumption expenditures 37 34 -3 -39
Durable goods ........ 14.1 11.8 -2.3 =32
Nondurable goods 25 16 -9 =31
Services 22 25 3 21
Fixed investment 45 7.3 2.8 6.7
Nonresidential . 5 4.0 35 6.4
Structures ....... -6.6 -1.2 5.4 2.6
Producers’ durable equipment 32 6.0 2.8 37
Residential 15.2 15.9 N 5
Change in business inventories .. =31
-36
7
. . . 35
Federal 8.4 10.7 23 24
National defense 8.0 11.6 36 2.6
Nondefense 9.3 9.0 -3 -1
State and local ... 6.3 6.8 5 9
Addenda:
Final sales of domestic Product ..o 35 43 8 122
Gross domestic purchases price index (chain-type weights) * 2.0 2.1 1
GDP price index (chain-type Weights) L ........ccccooveemrernrrrnneenns 21 22 1

1. Based on chained (1992) weights.

NoTe.—Preliminary estimates for the second quarter of 1996 incorporate the following revised or additional major source data

that were not available when the advance estimates were prepared.

Personal consumption expenditures: Revised retail sales for May and June, consumers' share of new car purchases for June,

and consumers’ share of new truck purchases for June.

Nonresidential fixed investment: Construction put in place for April and May (revised) and June, manufacturers’ shipments of ma-
chinery and equipment for May and June (revised), and exports and imports of machinery and equipment for May (revised) and

June.
Residential fixed investment: Construction put in place for April and May (revised) and June.

Change in business inventories: Manufacturing and trade inventories for May (revised) and June. ) )
Exports and imports of goods and services: Goods exports and imports for May (revised) and June; services exports and imports

for June.

Government consumption expenditures and gross investment: State and local construction put in place for April and May (revised)

and June.

Wages and salaries: Revised employment, average hourly earnings, and average weekly hours for May and June.
GDP prices: Detailed merchandise export and import price indexes for April through June (revised), values and quantities of petro-

leum imports for May (revised) and June, and housing prices for the second quarter.
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by revisions to nonfarm inventories and reflected
newly available Census Bureau data on the book
value of manufacturing and trade inventories for
June.

The increase in real disposable personal income
was revised up 0.1 percentage point to 1.6 percent;
current-dollar personal income was revised up
slightly, and personal tax and nontax payments
was revised down slightly. The personal saving
rate was revised up 0.1 percentage point to 4.4
percent.

Corporate Profits

Profits from current production increased $8.7
billion in the second quarter after increasing $33.3
billion in the first (table 8).

Profits from domestic operations increased
$14.5 billion after increasing $31.9 billion. Prof-
its of financial corporations increased slightly in
the second quarter after increasing sharply in
the first. Profits of nonfinancial corporations

5. Profits from current production are estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consumption
adjustment; they are shown in N1pa tables 1.14, 1.16, and 6.16C as “corporate
profits with inventory valuation and capital consumption adjustments.”

Table 8.—Corporate Profits
[Seasonally adjusted at annual rates]

Level | Change from
preceding
1996 quarter
1996

Billions of dollars

Profits from current production ...
Domestic industries

6538 333 8.7
5765 319( 145

Financial ....... 142.8 15.9 11
Nonfinancial 4337 16.0 134
Rest of the world ... 713 15 -5.9
-130| -86 44

227 39 23

Profits before tax 644.0| 380 18
Profits tax liability .. 236.7 14.7 33
Profits after tax ... 407.4 233 -14

644.6 154 7.2

631.0| 295 6.2
5538 27.9| 122
1358| 156 9
4180 123 113

77.3 15( -59
1211 83| -11

43.8 6.7 48

Cash flow from current production

Corporate profits with IVA .
Domestic industries
Financial .......
Nonfinancial
Rest of the world
Receipts (inflows) ..
Payments (outflows) ..

Dollars
Unit price, costs, and profits of domestic non-
financial corporations:
UNIE PFICE oo 1.066| 0.005| 0.004
Unit labor cost . .705 .003 .003
Unit nonlabor cost . 2248 -002| 0

Unit profits from curre 113 .003 .002

NoTe.—Levels of these and other profits series are found in NIPA tables 1.14, 1.16, 6.16C,
and 7.15.

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

increased about the same amount in both quar-
ters; both real output and unit profits increased
in both quarters. The increases in unit profits
reflected higher unit prices and lower unit non-
labor costs that more than offset an increase in
unit labor costs. Profits from the rest of the
world turned down, decreasing $5.9 billion after
increasing $1.5 billion.

Cash flow from current production, a profits-
related measure of internally generated funds
available for investment, increased $7.2 billion af-
ter increasing $15.4 billion. The ratio of cash flow
to nonresidential fixed investment, an indicator
of the share of the current level of investment
that could be financed by internally generated
funds, increased to 83.2 percent from 82.9 per-
cent. These levels are near the low end of the
range in which the ratio has fluctuated during
most of this decade but are substantially higher
than the levels typically posted in the 1980’s.

Industry  profits.—Industry profits—corporate
profits with inventory valuation adjustment—
increased $6.2 billion in the second quarter after
increasing $29.5 billion in the first.” The slow-
down mainly reflected a sharp deceleration in
profits of financial corporations and a downturn
in profits from the rest of the world. For finan-
cial corporations, profits had rebounded in the
first quarter from a fourth-quarter level that had
been depressed by claims arising from Hurricane
Opal. For profits from the rest of the world—
that is, receipts of profits from foreign affiliates of
U.S. companies less payments of profits by U.S.
affiliates of foreign companies—preliminary and
incomplete information suggests that the second-
quarter downturn was more than accounted for
by a downturn in receipts.

For nonfinancial corporations, manufacturing
profits increased about as much in the second
quarter as in the first; a downturn in profits of
wholesale trade was more than offset by an up-
turn in profits of the transportation and utilities

group.

Related measures—Profits before tax (pBT) in-
creased $1.8 billion in the second quarter after
increasing $38.0 billion in the first. The differ-
ence between the $36.2 billion slowdown in pBT
and the $24.6 billion slowdown in profits from
current production was more than accounted
for by inventory profits (especially in petroleum

6. Industry profits, which are estimated as the sum of corporate prof-
its before tax and the inventory valuation adjustment, are shown in Nrpa
table 6.16c. Estimates of the capital consumption adjustment do not exist at
a detailed industry level; they are available only for total financial and total
nonfinancial industries.
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refining), which are represented in the N1PA’s by
the inventory valuation adjustment (with the sign
reversed).

Government Sector

The fiscal position of the government sector im-
proved in the second quarter of 1996, as the
combined current deficit of the Federal Govern-
ment and State and local governments decreased
$34.2 billion, to $30.1 billion (table 9). The im-
provement was attributable to a decrease in the
Federal Government current deficit and to an in-
crease in the State and local government current
surplus.

Federal

The Federal Government current deficit de-
creased $24.2 billion, to $131.0 billion, in the
second quarter after increasing $o.7 billion in the
first. The Federal current deficit is the smallest
since the third quarter of 1989.

Receipts—Receipts increased $49.4 billion in the
second quarter after increasing $28.4 billion in the
first. The acceleration was more than accounted
for by personal tax and nontax receipts.

Personal tax and nontax receipts increased
$38.5 billion after increasing $16.3 billion. The
acceleration was attributable to income taxes.
Estimated income tax payments less refunds in-
creased $22.5 billion after increasing $13.1 billion;
this acceleration reflected provisions of the Om-
nibus Budget Reconciliation Act of 1993 that
allowed certain retroactive taxes to be paid in
three annual installments, the last of which was
due in April 1996. Withheld income taxes
increased $13.3 billion after increasing $3.6 bil-
lion; annual indexation for inflation on the 1996
withholding tables held down the first-quarter in-
crease, and an acceleration in wages and salaries
boosted the second-quarter increase.

Indirect business tax and nontax accruals de-
creased $1.2 billion after decreasing $6.9 billion.
The decreases were largely attributable to air
transport excise taxes, which decreased $0.9 bil-
lion after decreasing $5.9 billion. These taxes
expired at the end of 1995 as a result of the Federal
budget impasse in December, but an additional
$0.9 billion in taxes was recorded in the N1PA’s in
the first quarter because some tickets were pur-
chased before December 31 for flights taken in
the first quarter.

Contributions for social insurance increased
$9.4 billion after increasing $6.7 billion. The
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acceleration was primarily attributable to con-
tributions for social security (old-age, survivors,
disability, and health insurance), which increased
$8.8 billion after increasing $6.0 billion; these in-
creases reflect the pattern of wages and salaries,
and in the first quarter, an increase in the social
security taxable wage base.
Corporate profits tax accruals increased $2.8
billion after increasing s$12.1 billion. The de-
celeration reflected the pattern of corporate
profits.
Table 9.—Government Sector Receipts and Current Expenditures
[Billions of dollars, seasonally adjusted at annual rates]
Level Change from preceding quarter
1995 1996
1996: Il
| I Il % I I
Government sector
Receipts ... 2,399.0) 400 422| 17.6] 143 40.0| 605
Current expi 2,429.1| 23.1| 29.4| 206| 16.2| 37.7| 264
Current surplus or defiCit(=) ........ccoerrerevrerneernins -30.1| 16.9| 128 -3.0| -18 21 342
Social insurance funds ... 1116/ -51] -4.0 1.9 9| -84 17
Other -141.7| 220| 168 -49| -27| 106| 324
Federal Government
RECEIDLS oottt 15725| 33.0] 339 34 8.1| 284| 494
Personal tax and nontax receipts 678.1 20.1| 29.8] -7.1 6.0/ 16.3| 385
Corporate profits tax accruals ... 199.2 31| -24 84| -48| 121 2.8
Indirect business tax and nontax accruals . 832| -15 18| -51 29 -69| -12
Contributions for social insurance 612.0| 113 4.7 72 41 6.7 9.4
Current expenditures .. 1,7035| 157 211 13 43| 29.0| 252
Consumption expenditures . 464.7 -5 13| -25| -22 22 111
National defense ..... 3083 -19 23| -39| -13| -14 9.6
Nondefense ............. 156.4 14/ -1.0 14 -9 36 15
Transfer payments (net) . 757.6 7.3 6.6 9.1 6.7 253 14
TO Persons .........c.... 746.1| 215 9.0 7.8 6.3 179 8.9
To the rest of the world . 115| -142| -24 14 3 74| -15
Grants-in-aid to State and local governments 219.3 8.9 55 -75 -5 43| 117
Net interest paid 230.8 6.3 8.0 31 16| -34 3
Subsidies less current surplus of government enter-
prises 311 -6.3 -3 -9/ -12 5 7
Subsidies . 314 -3 -8| -12 1.3 0 1
Of which: Agricultural subsidies .. 5.6 -4 -6 -8 -7 3 2
Less: Current surplus of government enterprises .. 4 6.0 -5 -2 -2 -1.0| -1.0
Less: Wage accruals less disbursements .. 0 0 0 0 0 0 0
Current surplus or deficit (=) .. -131.0| 17.3] 128 20 4.0 =7 242
Social insurance funds 55.2| -4.0/ -33 19 14 =77 22
Other -186.2| 213 16.1 Al 26 6.9 221
State and local governments
RECEIPLS oo 1,0458| 159 138 6.7 57| 159| 2238
Personal tax and nontax receipts 189.2 19 15 4.2 2.6 15 3.9
Corporate profits tax accruals ... 375 .6 -7 19| -10 25 6
Indirect business tax and nontax accruals . 525.6 4.0 7.0 76 39 6.9 5.9
Contributions for social insurance 74.2 5 5 6 6 .6 8
Federal grants-in-aid ... 2193 8.9 55| -75 -5 43| 117
Current expenditures .. 9448| 163| 13.8| 117/ 115| 130/ 128
Consumption expenditures . 7102 10.2 8.0 6.1 5.7 9.4 8.9
Transfer payments to person: 3068| 64| 54 53| 51 35 39
Net interest paid ........cc.coerneene -45.1 .6 8 T .6 7 6
Less: Dividends received by government 13.7 4 2 3 3 3 4
Subsidies less current surplus of government enter-
prises -13.3 -5 -2 0 2 -1 -2
Subsidies 4 0 0 0 0 0 0
Less: Current surplus of government enterprises ... 13.6 5 200 -2 1 1
Less: Wage accruals less disbursements ................. 0 0 0 0 0 0 0
Current surplus or deficit (=) ..o 101.0 -4 0 -50] -58 29 100
Social insurance funds ... 56.4| -11 -7 0 -5 -8 -4
Other 445 N 7 -5.0f -53 36| 104

NoTe.—Dollar levels are found in NIPA tables 3.1, 3.2, and 3.3.
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Current expenditures—Current expenditures in-
creased $25.2 billion in the second quarter after
increasing $29.0 billion in the first. The decel-
eration was more than accounted for by transfer
payments.

Transfer payments (net) increased $1.4 bil-
lion after increasing $25.3 billion; the slowdown
was due to a downturn in payments to the
rest of the world and to a deceleration in pay-
ments to persons. Transfer payments to the
rest of the world decreased $7.5 billion after in-
creasing $7.4 billion; the increase in the first
quarter was more than accounted for by $9.6
billion (annual rate) in payments to Israel to
finance military purchases. Transfer payments
to persons increased $8.9 billion after increasing
$17.9 billion. Most of this deceleration was ac-
counted for by social security benefits (old-age,
survivors, and disability insurance), which in-
creased $2.3 billion after increasing $9.8 billion;
the first-quarter increase reflected a 2.6-percent
cost-of-living adjustment that went into effect in
January. In addition, the first-quarter growth
in transfer payments to persons was boosted
by a $2.9 billion increase in earned income
tax credits.

Consumption expenditures increased $11.1 bil-
lion after increasing $2.2 billion. Expenditures
for national defense increased $9.6 billion after
decreasing $1.4 billion. The upturn was mostly
accounted for by a turnaround in defense serv-
ices, which increased $5.7 billion after decreasing
$3.6 billion. Within services, upturns in instal-
lation support and personnel support and an
acceleration in research and development were
partly offset by downturns in compensation of
employees. Compensation decreased $1.1 billion
after increasing $1.6 billion, reflecting the pat-
tern of military employment and Department of
Defense civilian employment and a military pay
raise that went into effect in January. Nondefense
consumption expenditures increased $1.5 billion
after increasing $3.6 billion; the deceleration re-

flected a Federal civilian pay raise that went into
effect in January.

Grants-in-aid to State and local governments
increased $11.7 billion after increasing $4.3 billion.
The acceleration was more than accounted for by
grants for medicaid, which increased $10.6 billion
after decreasing $0.4 billion.

Net interest paid increased $0.3 billion after de-
creasing $3.4 billion. The upturn was accounted
for by net interest paid to the rest of the world,
which increased $3.2 billion after decreasing $0.5
billion.

State and local

The State and local government current surplus
increased $10.0 billion, to $101.0 billion, in the
second quarter after increasing $2.9 billion in
the first. The acceleration was attributable to
receipts.

Receipts increased $22.8 billion after increasing
$15.9 billion. The acceleration was more than ac-
counted for by Federal grants-in-aid. Personal
tax and nontax receipts increased $3.9 billion af-
ter increasing $1.5 billion. The acceleration was
attributable to income taxes: Annual indexation
for inflation in several States held down the in-
crease in the first quarter, and an acceleration in
wages and salaries boosted income taxes in the
second. Corporate profits tax accruals increased
$0.6 billion after increasing $2.5 billion, reflect-
ing the deceleration in corporate profits. Indirect
business tax and nontax accruals increased $5.9
billion after increasing $6.9 billion; sales taxes and
other tax and nontax accruals contributed to the
deceleration.

Current expenditures increased $12.8 billion
after increasing $13.0 billion. Consumption ex-
penditures increased $8.9 billion after increasing
$9.4 billion; the deceleration was mostly at-
tributable to services other than compensation
and to consumption of general government fixed
capital. Transfer payments to persons increased
$3.9 billion after increasing $3.5 billion. e
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